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SUMMARY 


For the Soviet economy 1974 represented another year of stable growth. 
The USSR succeeded in insulating domestic institutions from the spasm 
and crises which beset the economies of most Western nations. Spared 
the burdens of both recession and high inflation, the Soviet Union 
continued to pay a heavy price for these advantages, however: sluggish 
overall performance, a necessarily massive capital investment program 
for relatively modest growth in industrial output, often wasteful 

and somewhat inefficient utilization of raw materials, and heavily 
dampened consumer demand with concommitant popular dissatisfaction. 

The stress on production of capital goods characteristic of Soviet 
economic policy is scheduled to continue in 1975. Modest structural 
changes in management of the economy, begun in 1973, are expected to 
culminate in 1975 with formalization of a concept for linking research- 
and-development institutions with industrial enterprises into so-called 
scientific-production associations, intended to promote translation of 
technological finds into industrial practice. 


Foreign trade continues to play a growing role in Soviet economic life, 
and Soviet decision makers view the acquisition of technology from 
abroad as the preferred method for achieving rapid modernization of 
the USSR's largely outdated industrial structure. All foreign trade, 
whatever the payment mechanism applied, is transacted in convertible 
foreign currencies, and the Soviet domestic ruble remains isolated 

from the vagaries of international exchange markets. 


Soviet foreign trade turnover in 1974 increased 21.5%, as much because 
of higher prices for purchases and deliveries of raw materials and 
manufactures as by increases in quantities of goods exchanged. The 
Soviet Union remains strongly interested in expanding trade with the 
United States, and in Soviet eyes the technological and quality levels 
of American products remain second to none. Despite this favorable 
influence, the actual level of US-USSR trade in 1975 will be strongly 
dependent upon the relative cost of financing transactions in US 
capital markets as opposed to those of other countries. 





CURRENT ECONOMIC SITUATION AND TRENDS 


When compared with the problems most market economies confronted 

in 1974, the Soviet economy remained remarkably stable. The value 
of industrial production rose by 37 billion rubles in 1974 to 490 
billion rubles. Agricultural production in 1974 amounted to 94 
billion rubles, a decline of almost 4 billion rubles from the 1973 
all-time peak of 97.7 rubles. Soviet GNP in 1974 was approximately 
605 billion rubles (at 1971 prices). Blessed with relatively in- 
exhaustible natural resources, the USSR would be self-reliant in 
the supply of all types of mineral fuels and electrical energy 

were it not for its obligations to provide large amounts of these 
commodities to its CEMA partners in Eastern Europe. As it is the 
Soviet Union imports relatively small amounts of crude oil, refined 
petroleum products, and natural gas; if necessary, with relatively 
little discomfort the USSR could manage without importing any of 
these products. 


Domestic economic tranquility is heightened by the fact that the 
Soviet Union has a full-employment economy; regional labor short- 
ages have in fact hampered industrial development in some geographic 
areas. Further progress was made in 1974 toward raising the country- 
wide minimum wage to 70 rubles per month (as of February 1, 1975, 

1 ruble = $1.42 at the official rate of exchange). Income taxes 
were reduced on monthly wages between 70 and 90 rubles. For the 
average wage-earner consumer inflation is not a major problem on 
purchases of goods in State stores. On the other hand, costs in 
farm markets (where the law of supply and demand holds sway) and 

in the informal service industry (i.e., moonlighting by plumbers, 
electricians, etc.) have risen dramatically in recent years. 

Charges for housing, health care, childday-care centers, etc., 
remain at very low levels. 


The costs of such stability to the country's economic progress, 
on the other hand, are very high. These result from structural 
deficiencies in the economy caused by extensive residual reliance 
on Marxist-Leninist ideology by economic policy-makers. One such 
cost is the sluggish performance of the economy, which is not 
expected to improve perceptibly in 1975. By this is meant the 
chronic non-fulfillment of annual plans targets within the over- 
all five-year plan (FYP) in thiscase the Ninth FYP (1971-75). 
Chart A, showing planned and actual 1974 output of selected 
commodities, illustrates this point. 


Besides the normal sub-par performance in the industrial sector, 
planned increases in agricultural output are often difficult to 
achieve and continue to be dismayingly dependent on whims of the 
weather. Agriculture remains largely labor intensive, and yields 





per given area for most crops are well below those of the US and 
other countries where the sector has become highly industrialized. 
For 1974 gross agricultural output in the USSR declined in compari- 
son with 1973 despite strong growth in the livestock sector. The 
drop is directly attributable to plan underfulfillment in the 
production of grains, sugarbeets, sunflower seeds, potatoes, and 
vegetables. 


Another problem area is the continuing policy of achieving growth 
in production through massive annual infusions of capital invest- 
ments. In 1974, for example, industrial output rose 8.0% (37 
billion rubles). Taking into account the decline in agricultural 
output, the total value of increased production in 1974 was around 
33 billion rubles. To achieve this increase, capital investments 
of 105.7 billion rubles were required, for a return to the State 
of about 31 kopecks per invested ruble. 


In addition, the 1974 results revealed an unhealthy relationship 
between the level of capital investments, increase in amount of 
fixed productive assets (plant and equipment), and increase in 
overall national income (value of industrial and agricultural 
output above costs and available for re-investment and savings). 
Chart B shows that in comparison with 1973 the interrelationship 
of these three key indicators has changed; the continuing high 
level of investments is resulting in much lower increases both 

in amounts of fixed assets and national income. This in turn is 
attributable to an unusually high level of uncompleted projects 

as well as previously unplanned diversions of investment capital 
during 1974 to a crash program for agricultural industrialization. 
The revised 1975 targets do not suggest that a significant improve- 
ment in this situation is likely. 


The high growth rates in industrial production (reaching 8.0% in 
1974) characteristic of the Soviet economy are impressive, to be 
sure, the more so when compared with the current low--or even 
negative--rates of increase now occurring in Western economies. 

It is important to bear in mind, however, that such rates are 
characteristic of developing rather than developed economies and 
point to the relatively low base on which such increases are 
founded. Comparing the 1974 rates for increase in industrial 
production and national income in the above chart, it is evident 
that most of the output was immediately consumed during the year 

in fulfilling the production cycle. Further, a not insignificant 
quantity of production was of a quality so far below standard 

that it was either immediately unusable or will have to be replaced 
much earlier than is provided for in planned amortization schedules. 


The Soviet economy is further troubled by the twin problems of 
waste in raw material production and utilization, and retention 
of imprecise, occasionally irrelevant quantitative indicators for 





measuring industrial performance. An estimated 10% of Soviet 
mineral fuels, for example, which are also vital raw materials 

for industrial production, is irretrievably lost in the extraction 
and transportation processes. Quantitative indicators lead, among 
other things, to above-norm inputs of raw materials per unit of 
output so as to allow for easier plan fulfillment by plant managers. 


In the consumer field, 1974 presented a mixed picture. Average 
monthly wages for State employees rose by 4.3% to 140.7 rubles. 
Annual wage increases, plus increases in production of consumer 
goods and trade turnover, have meant that the average Soviet family 
of four is now able to purchase 575 rubles worth of goods more than 
it could in 1971 at the start of the Ninth FYP. Available housing 
increased in 1974 by 110 million square meters, some 2 million 
apartments, which represent an underfulfillment of the plan target 
for the year. 


Stringent Government controls on increases in the money supply, 
together with extremely high rates of "turnover" tax (particularly 
on high-demand products), serve effectively to dampen consumer 
demand and latent inflationary pressures. The increasing sophis- 
tication of the Soviet buyer and the continuing paucity of quality 
merchandise in shops will give financial planners fresh problems 

in keeping 1975 trade turnover (and money in circulation) at 
desired levels. A further problem is the effective loss represented 
by the considerable capital investment in increasing production of 
consumer items too low in quality to find buyers. The day when the 
Soviet buyer will purchase any and all goods made available to him 
is gone forever. 


Another problem linking retail trade and overall industrial develop- 
ment in the USSR is the relative disinclination of the Soviet worker 
to increase his productivity. Monetary inducements for encouraging 
harder and more efficient work are largely ineffective due to the 
relative scarcity of high-quality consumer goods available to the 
public regardless of the levels of workers' disposable incomes. 

In 1974 industrial labor productivity rose by 6.5%, well below the 
planned rate of 7.2% set for 1974 within the framework of the five- 
year plan. For the first four years of the Ninth FYP taken to- 
gether, increases in industrial labor productivity amounted to 
26.4%, as compared to the target of 29% for that period. 


Possibly to reinforce other efforts to restrain consumer demand, 
the output of consumer-type goods (Group B) was outstripped in 
1974 once again by that of producer goods (Group A). As shown 

in Chart C this trend: 1) will continue in 1975, and 2) contra- 
dicts most annual goals set out in the Ninth FYP and the policy 
of "consumerism" enunciated at the XXIV Party Congress. 





Considerably more food products were available to the public in 
1974 than in the preceding year. In retail food trade, major 
increases occurred in sales of the following commodities: meat 

(7% increase over 1973), cheese (7%), eggs(11%), and animal fats 
(5%). Trade in potatoes, vegetables, and margarine increased by 

a more modest 2% each for the year. Sales of sugar apparently 

did not grow during 1974. A considerable amount of USSR retail 
trade in agricultural commodities occurs in collective farm markets, 
where farmers are free to set prices for produce. The consequent 
trend toward higher prices apparent in 1974 is expected to continue 
in 1975 as a manifestation of the market economy principle of 
supply and demand. 


Soviet planning officials have acknowledged that the FYP targets 
for output of consumer goods will not be achieved. 


Far-reaching structural and/or managerial changes in the Soviet 
economy are not expected in 1975. The process of creating indus- 
trial and production associations which was begun in 1973 will 
continue in 1975, although progress toward completion of the 
changeover to this new system is lagging due to intra-ministerial 
resistance. The production association-industrial association- 


central ministry scheme is intended: 1) to streamline operations 
and reduce the bureaucratic layers between production units at 

the bottom and policy-makers at the top of the infrastructure; 

and 2) to combine small and relatively unprofitable independent 
enterprises into larger, more powerful production units. 

The organizational differences between the old and new setups are 
depicted in Chart D. 


The final element yet to be introduced into this modest restructuring 
is the so-called scientific-production association. A primary link 

in the organization of industrial ministries, the scientific- 
production association will seek to join R&D institutions and factories 
together under common management and financial plans in order to attain 
a reduction in the wide gap between research and production. (Intro- 
duction of R&D into the production line is aggravated by the contin- 
uing use of quantitative indicators to judge factory performance.) 
About 100 scientific-production associations are already in existence 
on an experimental basis in various sectors. Formal adoption of this 
concept is expected by the Council of Ministers in 1975, and will lead 
to an intensified program for widespread creation of these entities 
throughout the economy. 





IMPLICATIONS FOR THE UNITED STATES 


Recent official statistics show a 21.5% increase in the Soviet 
Union's foreign trade turnover for 1974 over the previous year 
(31.3 billion rubles in 1973 and 38 billion rubles in 1974). While 
transactions between members of the Soviet-led Council for Economic 
Mutual Assistance (CEMA) still dominate overall Soviet trade by 
volume, in money terms the USSR's trade with countries outside 

the Eastern European Communist group was approaching the value 

of Soviet-CEMA trade. Attributable both to rapidly inflating 
prices on imports and exports (noticeable even in deliveries under 
existing contracts) and to rising volume, this phenomenon should 
continue throughout 1975, Chart E indicates available trade data 
as measured by the USSR's leading Western commercial partners to- 
gether with the percentage increase by value in trade over the 
comparable period in 1973. 


A major element in the decrease in US-USSR trade in 1974 is 
diminished Soviet purchases of grain and other agricultural products, 
which dropped from $903 in 1973 to about $250 million during the 
first eleven months of 1974. Agricultural commodities apart, trade 
turnover between the US and the Soviet Union grew an estimated 28% 

in 1974, 


In 1974 the USSR's foreign exchange position improved dramatically 
as a direct consequence of the current worldwide raw materials 
shortage and resulting price increases for crude oil and chrome 
ore, among other commodities. Although it may prove transitory 

as domestic requirements reduce Soviet petroleum exports, this 
phenomenon seems certain to last through 1975. The USSR's current 
favorable trade position will probably be reflected in the immediate 
future through increased payment in cash for the most urgently 
required foreign equipment and technology. However, the Soviet 
Union will not hesitate to augment the level of its foreign 
indebtedness as attractive long-term credit opportunities become 
available. 


Increased Soviet perception that the economy of the USSR is failing 
to keep pace with Western industrial societies will continue to 
stimulate Soviet imports. Having apparently ruled out basic and 
far-reaching economic reform, an unlikely development at this time, 
Soviet leaders seem to have decided to continue seeking abroad the 
advanced equipment and industrial processes they look upon as 
necessary to accomplish a rapid modernization of domestic industrial 
establishments. 


There is little doubt that the USSR has long viewed the United States 
as a hoped-for principal partner in the process of updating the Soviet 





economic machine. The Soviets' long admiration of the quality 
and durability characteristic of American products finds frequent 
expression: in Moscow one often hears Soviet senior citizens 
reminiscing about the Studebaker trucks they drove during World 
War II and the US-made tractors they used fifty years ago. While, 
other factors being equal, Soviet leaders would favor a quantum 
leap forward in bilateral trade with the US, under present condi- 
tions the level of US-USSR trade in 1975 will depend in large 
part on the cost of export financing in the United States as com- 
pared with similar costs from alternative Western suppliers. 
Nearly as important will be Soviet recognition of the trade-off 
between purchases of better-quality US industrial equipment at 
somewhat higher prices versus acquisition of less durable third- 
country products bearing lower price tags. 


According to the Soviet economic press current changes of emphasis 

in industrial production within the Soviet economy are favoring 
expansion within the machine-building, chemical and petrochemical 
industries and in the power generation sector. The contribution 

of these areas to overall industrial production has risen from 31% 

in 1970 to 35% in 1974, and they would appear to be particularly prom- 
ising target sectors for trade opportunities of interest to US firms. 


Other high potential target areas for sales by US firms to the 
Soviet Union include: 


-- plants producing component parts for the manufacture of 
automobiles, trucks, buses and tractors; 


-- ground and airborne aviation equipment, including items 
for airport modernization (e.g., baggage handling equipment) ; 


-- equipment for mechanization of agricultural activities 
and for improved processing of agricultural commodities; 


-- component parts for expanding and for improving the 
quality of the Soviet oil and gas pipeline networks. 


Prospects for American companies wishing to enter into trading 
relations with the USSR are favorable. It should be understood, 
however, that Soviet business practices are idiosyncratic and 
often seem arduous and time-consuming to foreigners. Centered 
in Moscow, the foreign trade establishment is massive and trans- 
actions are concluded through one or more of the approximately 
60 Soviet Foreign Trading Organizations with the participation 
of the Soviet Foreign Trade Ministry, which maintains a monopoly 
on Soviet external trade. Experienced businessmen find periodic 
visits to Moscow essential. Access to end-user factories and 





plants is discouraged and difficult to arrange as well as strin- 
gently controlled, as is travel outside the capital in general. 

In practice, official accreditation, which permits the permanent 
stationing of a company representative in Moscow, can be arranged 
only after a certain volume of business has already been completed 
and certain other loosely-defined criteria have been met. Finally, 
Soviet foreign traders traditionally bargain hard to shave prices 
on quotations and to obtain the most advantageous credit terms. 
Within this framework of standard practice, however, American 
business visitors find good will and a deep interest in expansion 
of commercial and industrial ties with the United States. 
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this little booklet - 

can change the lives 

of thousands of _ 
American Indians 


iMDIA \ . 
iM DUSTR! 
PARKS , 


if it gets into the right hands 


This booklet locates forty Indian industrial parks on reservations from New York to Florida to the 
Pacific Northwest, and outlines the business advantages to locating a plant or offices on any one of 
them. 


Favorable lease terms, significant tax benefits, easy access to markets, abundant natural resources, 
complete planning assistance—and a rich source of willing and able employees are waiting. 


It's an opportunity to make a most profitable business investment—and change the lives of thousands 
of American Indians. 


But nothing much will happen unless we get this booklet into the right hands. 
Are they your hands, or those of someone you know? 


I'm interested. Send your booklet “Indian Industrial Parks” to me, today. 


Name ; Title 
Address : hinecente ae 
ee 


and send a copy to someone | know, today. 


Name 





Address — 


ee ioiieniiannccinccies meee : —____. Zip —_i.. 


Office of Public Affairs, Economic Development Administration, Room 7019, U.S. DEPARTMENT OF COM- 
MERCE, Washington, D.C. 20230. 


eee ee 











